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Abstract 
The economic crises of the years 2008-2009 stopped the economic growth of many economies and highlighted the problem 
associated with the method of financing and the nature of the economic growth of the country. An increasing problem is to 
find the optimal combination of inputs that would ensure efficiency and sustainable growth in a world of strong limitations 
of available resources. The aim of this paper is to compare the economic growth in selected countries of EU – Italy and Great 
Britain. We used supply perspective of economic growth calculation based on the neoclassical production function (the 
connection between Cobb-Douglas`s production function and productivity). 
 
© 2015 Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license  
(http://creativecommons.org/licenses/by-nc-nd/3.0/). 
Selection and peer-review under responsibility of the Emerging Markets Queries in Finance and Business local organization 
 
Keywords:supply perspective, economic growth, Italy, Great Britain 
1. Introduction 
Economic growth has become virtually a mantra for politicians and economists from developed economies. 
The faster the economy is able to grow, the more it is perceived positively. The economic crises of the years 
2008-2009 stopped the economic growth of many economies and highlighted the problems associated with the 
method of financing and the nature of the economic growth of the country. An increasing problem is to find the 
optimal combination of inputs that would ensure efficiency and sustainable growth in a world of strong limitations 
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of available resources. Experts are trying to find new links between the use of renewable energy and economic 
growth (eg. Mumtaz et al., 2014). However, the issue is also interaction between economic growth and innovation 
(eg. Szabo, Šoltés, Herman., 2013; Šoltés, Gavurová,2014; Buleca, 2013), economic growth and interest rates 
(eg. Bartóková – ĆXUþRYi  economic growth and unemployment (eg. Raurich, Sorolla, 2014) and 
economic growth and capital. As stated in (Sedgley, Elmslie, 2013), „capital is allowed to accumulate and is used, 
together with other inputs, to produce new knowledge. The stability of the steady state path is found to be 
determined by the inequality and/or knife-edge restrictions needed to produce steady state growth. “ 
The example of the fastest economic growth, called “Asian Miracle”, launched a debate about the importance 
of the economic growth source of the country. (Senhadji, 1999) Some of the authors (Krugman 1994) are 
convinced that the “Asian Miracle” is a myth. According to Krugman (1994) “the remarkable record of East 
Asian growth has been matched by input growth so rapid that Asian economic growth, incredibly, ceases to be a 
mystery.”(Krugman, 1994, p.76) The question is whether the source of economic growth is or is not essential. 
When we think about the neoclassical growth model using its main assumption of diminishing returns in physical 
capital then we shall consider the fact that total factor productivity (also TFP) can sustain long-term growth while 
capital accumulation cannot. From this point view we can agree with the argumentation that the source of growth 
can be accepted as the determinant for the long-term perspective of a country. (Senhadji, 1999)  
Just share of capital, labour and total factor productivity in the overall economic growth is the subject of our 
research. We focused on the two countries. On one hand, Italy, a country which is a founding member of the EU, 
but it is currently associated with countries with unflattering denomination PIIGS. On the other hand, Great 
Britain, which also is a fundamental pillar of Europe and currently acts as the great critic of EMU. Both countries 
have achieved the economic growth in the period, but the nature of economic growth is different in each of the 
selected countries. 
1.1. Data 
We used the method named “the growth accounting framework”. Use of this method is based on an aggregate 
production function expressed in growth rates. The first step was the division of total growth rate of output growth 
to obtain the contributions of individual inputs – labour, capital, and total factor productivity. In our calculations 
we used a well-known form of the neoclassical production function:  
 
௧ܻ = ܣ௧ܮ௧ଵିఈܭ௧ఈ      (1) 
where At means total factor productivity, Lt means labour and Kt means capital input. Superscript ɲrepresents 
capital`s share of output and 1-ɲ is labour`s share of output. Using the transcript abovementioned equation (1) to 
the new form: 
 
( ௧ܻ ௧ܰΤ ) = ܣ௧
(ଵ ଵିఈΤ )(ܭ௧ ௧ܰΤ )(ఈ ଵିఈΤ )( ௧ܻ ௧ܰΤ )     (2) 
 
we have obtained the decomposition for output per working-age person. 
The decomposition requires data for the series of output, capital stock, working-age population, and hours 
worked and needs also a value for labour`s share of income. (Senhadji, 1999, Growth Accounting, 2012) As the 
basic data source was used these: AMECO 2014 database online at: 
http://ec.europa.eu/economy_finance/db_indicators/ameco/index_en.htm  and European Commission National 
Accounts database online at: http://ec.europa.eu/eurostat  
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2. Supply perspective of economic growth of Italy and Great Britain
2.1. Italian economic growth 
The Italian economy has achieved economic growth in the last five decades. However, the economy has 
experienced several periods of the crises. Strong economic growth in the period 1960 to 1970 was replaced by 
the economic slowdown and economic downturn in 1975 primarily as a result of the oil crises in 1973. Eighties 
did not bring the expected re-launch of the economy even when they brought fine revival in the form of increased 
domestic demand. The economy faced a gradual increase of the debt - at that time represented a value 40-60% 
of GDP. Next period was characterized by fluctuations in economic performance.  
As noted by the OECD in its report (OECD1, 1994) "since the second half of 1989 the Italian economy has 
been caught in a period of slow growth, well below its potential”. Italy has entered the 1990s with large and 
deepening real and financial imbalances, the current-account deficit has grown, “the level of demand directed 
towards the home market has fallen increasingly, political instability has brought higher risk premium in domestic 
interest rates and unemployment has increased from already high structural level.” (OECD1, 1994) Political and 
economic problems should be resolved through debt money that had to be "poured" into the economy. There was 
a significant increase in public debt just from that period. (Fig. 1) 
Fig. 1 The Italian public debt in the period 1990-2013, (Source: AMECO, 2014) 
While the economy grew at a rate of 1-2%, public debt increased at a rate of 12-13%. The value of the debt 
was at the average level of 95% of the GDP. The combination of a weakened economy and political scandals 
culminated in 1993 when the economy recorded a decline in terms of the 13% growth of public debt, while its 
value was at 115% of GDP. (OECD1, 1994) The second half of the nineties brought about demanded recovery, 
which culminated at the turn of the millennium when the 2000 budget deficit was the lowest for over thirty years. 
Deficit reached a value at 1.5% of GDP due to the favourable trend in the development of interest rates and higher 
revenue growth than expected. (OECD2, 2002) At the same time, the growth of public debt has slowed down. 
Positive developments in various areas of the economy led to a GDP growth rate of nearly 4% while public debt 
has grown at a rate of about 1%. Positive development, however, did not last long. Already in 2003 the economy 
was facing economic decline as exports and private fixed investment sagged. (Fig.1) Rescue came in the form of 
Maastricht criterion (60% of GDP) 
Public debt as a% of GDP 
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private consumption, its rate of growth remaining well above that of GDP. (OECD3, 2005) That was the reason 
for the subsequent rapid recovery of the economy.  
The last crises (starting in 2007 and hit not only Italy but all EU countries) was signed really strongly on the 
Italian economy. Italian recession started before the recession in other EU countries. The subsequent economic 
downturn in neighbouring countries and the collapse of world trade accelerated the recession in Italy. “Their 
long-term problems with running up public debt and their unsuccessful measures to reduce the debt level have 
left Italy with little room for manoeuver.” (OECD8, 2009) In 2013, the economy was facing economic decline 
of almost 2% but the debt increased at a rate of 1.5% reaching 133% of GDP. Italy had the second highest debt 
(as% of GDP) among the EU countries. Country was placed just beyond Greece. (CIA, 2013) 
In the search for causes, experts often refer to the fact that Italians simply poorly or not at all taken into account 
many recommendations for supply-side reform. Since the 60's economic growth was built on the positive 
development of total factor productivity. (Fig. 2) It is associated to a historical fact that after World War II, Italy 
was rapidly transformed from the economy based on agriculture into one of the most industrialised economy. At 
present, the economy of country is based on the innovative business economic sector, an industrious and 
competitive agricultural sector (Italy as the world's largest wine producer), and is well known for its creative 


















Fig. 2 Italy - the economic growth and changes of its components – the period 1960-2013. (Source: own calculations, AMECO, 2014) 
 
Innovation together with a strong pro-export orientation was the main engines of economic growth of the 
country. Economic growth depended largely on the state and development of markets. The Italians, however, did 
not pay sufficient attention to monitoring the productivity of labour and capital entering the production. While 
the capital, with the exception of the last five years, didn`t change significantly - nor significant growth nor 
significant decline - the labour was a very fluctuating variable - in the positive and also in a negative sense. 
Especially in crises years has contributed to the economic downturn. This reflects the long-term problems of the 
economy with high unemployment rates in the country. The last five years clearly shows that the linking of the 
economy to foreign trade has great impact on economic development and productivity of capital and labour is 
insufficient to prove mitigate fluctuations in total factor productivity. (Fig. 2) 
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2.2. British economic growth  
The UK economy (as well as the Italian economy) achieved economic growth in the period. However, the 
economy has not avoided several minor or major crises. In the case of the UK, the rate of economic growth 
developed more even in comparison to the development in Italy. Its value was in the range 2-4%. 
After the sixties, during which the economy has faced periods of faster and slower growth, came the period 
1973-1974 characterized as the most significant economic growth during the entire period as well as a sharp 
economic downturn. There were several reasons for economic growth: in particular, the positive development of 
the global market, the strong export promotion, increased public spending, which led to short-term employment 
growth, and a sharp rise in domestic demand which was a reflection of the expansionary budget in 1971-1972. 
However, the oil crises came and with it a sharp increase in unemployment and low as labour as well as capital 
productivity. (OECD4, 1975) 
From the demand side, the problem was weak domestic demand reducing the overall aggregate demand. A 
similar situation repeated again at the turn of the 70s and 80s. On the recession was involved not only the country's 
economy but also the recession on world markets. Unemployment rose sharply to the highest post-war level. The 
recession reflected largely the slowdown in world trade and the effects of the continuing effective appreciation 
of the exchange rate together with high wage settlements caused a severe financial squeeze on industry. (OECD5, 
1981) 
The following decade was characterized by a strong positive evolution of total factor productivity, but also by 
a sharp reduction in the unemployment rate. Production increased, the volume of produced GDP grew and, of 
course, there were also economic growth which in 1988 reached a rate of 5%.  
The turn of the eighties and nineties meant a sharp economic decline and subsequent rapid economic growth. 
The reason for this development was primarily in the area of employment and total factor productivity. The 
collapse was more moderate than in the case of the previous crises and was triggered primarily by overheating 
economy. There has been a rapid increase in the unemployment rate followed by a reduction in economic 
performance. (OECD6, 1991) Subsequent structural reforms helped to rapid economic recovery and thanks to 





















Fig. 3 Britain - the economic growth and changes of its components - the period 1960-2013. (Source: own calculations, AMECO, 
2014) 
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Economic growth was supported by the overall recovery in the market but also by increasing volume of capital. 
(Fig. 3) Financing of economic growth has been increasingly built on debt money. In the nineties public debt 
began to increase and within five years increased from 35% of GDP to 45% GDP. At that time, the average 
economic growth stood at nearly 4%. The British economy has managed to maintain balanced economic growth 

























Compared to the Italian economy, the UK economy dragged its economic growth primarily through increasing 
volume of capital and total factor productivity (Fig. 3).  
United Kingdom has undergone the most significant crises in 2008. The reason was the global recession but 
also a significant increase in unemployment in the economy. (Fig. 3) Subsequently, primarily through the use of 
debt money in the economy, thereby increased public debt (Fig. 4) the economy could be revived in a short period 
then again experienced a short recession and now, once again, has been set on the path of expansion. (OECD7, 
2013) 
3. Conclusion 
Comparing the two analysed economies we can conclude, that while the Italian economy could not cope with 
its debt for a long time (debt is currently at over 130% of GDP) in the case of England is indeed a high level of 
debt but still does not reach the level of 100% of GDP. Neither Italy, nor UK doesn`t meet the Maastricht criteria 
regarding levels of debt. Both countries have been forced to use structural reforms but the result is significantly 
different. Another distinct feature is that while the economic growth of Italy is strongly dependent on the 
development of markets to which it is attached, in the case of UK economic growth is a combination of 
endogenous and exogenous factors. In both countries it is a combination of extensive and intensive economic 
growth. 
Fig. 4 The British public debt in the period 1990-2013, (Source: AMECO, 2014) 
Maastricht criterion (60% of GDP) 
Public debt as a% of GDP 
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